MINUTES of the
DELAWARE ECONOMIC & FINANCIAL ADVISORY COUNCIL

Buena Vista — May 20, 2019

Attendance:
Member Present Member Present

N. Batta Yes M. Houghton Yes
C.Bo No M. Jackson No
C. Bonini No Q. Johnson No
J. Bullock Yes K. Lewis Yes
L. Davis Burnham Yes A. Lubin Yes
R. Byrd Yes G. Marcozzi No
J. Casey No I. McConnel No
J. Cohan No C. Morgan Yes
N. Cook Yes M. Morton No
C. Davis Yes E. Ratledge Yes
K. Dwyer No T. Shopa No
B. Fasy Yes D. Short Yes
R. Geisenberger Yes D. Sokola Yes
R. Glen Yes D. Swayze Yes
G. Hindes Yes K. Walker Yes
J. Horty Yes

Members in Attendance: 20
Members Absent: 11

Others Present. A. Aka, R. Armitage, J. DeChene, B. DiVirgilio, C. Engelsiepen, R.
Goldsmith, J. Hudson, A. Jenkins, J. Kirch, K. Knight, M. Magarik, M. Marlin, B. Motyl,
S. O'Sullivan, A. Penney, D. Roose, S. Scola, J. Vaughan and members of the press.

Opening Business: Mr. Houghton called the meeting to order at 1:30 p.m.

The minutes from the April meeting were approved as submitted.
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Expenditure Forecasts:

Mr. Ratledge and Ms. Engelsiepen presented the General Fund Expenditure forecasts.

General Fund Expenditures - Fiscal Year 2019:

Mr. Ratledge indicated that FY 2019 spending authority amounts to $4,745.2 million. He
began by reviewing the Balance Sheet method. Mr. Ratledge noted that the Reversions
estimate is unchanged from last month while the Encumbered and Continuing estimates
are up by a total of $20 million. Ms. Engelsiepen explained that funds for a one-time
project are being carried over next year either as Continuing or Encumbered. She noted
that 45% of the funds have been spent.

Mr. Ratledge then reviewed the Functional method. He said that Salary, Fringe Benefits,
Pension, Debt Service and Grants are unchanged between April and May. Mr. Ratledge
mentioned that the Medicaid estimate was down by $5.0 million from April. Ms.
Engelsiepen pointed to favorable trends in the past few months. She has previously
indicated during the Subcommittee meeting that the number of individuals eligible for
Medicaid was around 236,913, which is almost unchanged from the 236,818 recorded a
year earlier.

Mr. Ratledge said the Contractual Services estimate has been reduced by $15.0 million
between April and May, whereas estimates for Supplies and Materials and Capital Outlay
remained flat. Ms. Engelsiepen noted that yearly changes in Grants, Contractual Services,
Capital Outlays and Supplies and Materials are attributable to additional cash to the Bond
bill. She also attributed the monthly decline in the Contractual Services estimate to the
aforementioned one-time project (See Table 1a and Table 1b for complete details).

A motion was made, seconded and approved to accept $4,407.6 million as the
Expenditure estimate for FY 2019. The estimate represents an increase of $289.5 million
from FY 2018 and a decrease of $20.0 million from the April estimate.

General Fund Expenditures - Fiscal Year 2020:

Ms. Engelsiepen reviewed the assumptions surrounding the FY 2020 Expenditure
estimate. She said assumptions for Salaries include pay policy and collective bargaining
agreements.

Ms. Engelsiepen added that rates are assumed flat in the derivation of the Fringe Benefits
estimate. Meanwhile, the Pension estimate is based on a slight rate reduction from FY
2019. As a result changes in Fringe Benefits and Pension are almost entirely due to
changes in Salaries.
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Ms. Engelsiepen mentioned that drivers for the Medicaid estimate are negotiated rates
with the Managed Care Organizations and an $18.0 million carryover from the
reconciliation of funds between the State and federal government that will take place at
the end of the ongoing fiscal year.

Ms. Engelsiepen said that spending on Grants, Contractual Services, Capital Outlays and
Supplies and Materials are expected to decline in the aggregate. She explained that while
FY 2019 includes $189.0 million in cash to the Bond bill, FY 2020 includes a smaller
$95.0 million. Finally, the change in the Debt Service estimate can be traced to scheduled
payments. (See Table 1c and Table 1d for complete details.)

A motion was made, seconded and approved to accept $4,483.7 million as the
Expenditure estimate for FY 2020. The estimate represents an increase of $76.1 million
from FY 2019.

Mr. Geisenberger noted that since the FY 2020 Expenditure estimate does not take into

account the revenue forecasts that will be voted on during the meeting, they will be
subject to the deliberations of the General Assembly over the next two months.

Revenue Forecasts:

Mr. Lewis and Mr. Roose presented the General Fund Revenue forecasts.

Economic Outlook

Mr. Aka presented economic forecasts for the U.S. (produced by IHS Markit (‘IHS”)) and
Delaware (developed by the Department of Finance).

He said the Bureau of Economic Analysis' (BEA) initial estimate of first-quarter real GDP
growth was 3.2%, well above last month’s IHS forecast of 2.0% and also ahead of their
“tracking” estimate of 2.9% just prior to BEA's release. Because the higher-than-expected
growth occurred in the first quarter, its impact was to raise the IHS forecast of GDP growth
in 2019 by 0.4 percentage point, even though their forecast for GDP growth going forward
is generally weaker through 2021 than shown last month.

Mr. Aka said that Delaware’s steady economic performance continues, as the U.S.

expansion approaches record length. He noted the forecasts for DE employment and
Wages and Salaries are left unchanged over the next two years.

General Fund Revenues - Fiscal Year 2019:
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The Revenue Subcommittee recommended the following updates to April's estimates:

Revenue Category Apr-19| May-19| Change
Personal Income Tax 1,699.9 | 1,718.3 18.4
PIT Refunds (210.0)| (191.9) 18.1
Corporation Income Tax 178.1 185.0 6.9
CIT Refunds (40.0) (45.0) (5.0)
Insurance Taxes 82.1 85.4 3.3
Cigarette Taxes 126.7 124.6 2.1
Gross Receipts Tax 258.0 260.0 2.0
Dividends and Interest 23.6 24.8 1.2
Hospital Board and Treatment 36.3 35.3 (1.0)
Public Utility Tax 37.1 36.1 (1.0)
Other Refunds (23.6) (23.7) (0.1)

For a complete listing of FY 2019 estimates, see Table 2.

Discussion of FY 2019 Estimates:

Personal Income Tax (PIT) Less Refunds: Mr. Roose recommended an
increase in the estimate by $36.5 million.

Mr. Roose said withholding, which accounts for 85-90% of revenues, is on track
to meet the forecast. He mentioned that estimated payments, which were down
17% before first-quarter payments, are down only 12% after April. After noting
that second-quarter payments are due in June Mr. Roose described greater-
than-usual uncertainty, as most taxpayers now know the amount of their 2018
liability and may adjust payments accordingly. Because of this uncertainty, an
8% decline for May and June combined has been factored in the forecast.

Mr. Roose said final payments were very strong through last month but part of
their strength has to do with a very smooth processing season from the Finance
Department. He indicated that the number of returns (inclusive of extension
payments) processed through May 17 is up 2.3%. Because growth in returns
should be around population growth for the whole of the fiscal year (or 1.5%),
there are fewer returns left to process this fiscal year when compared with the
same period last year. As a result, Mr. Roose recommended a $13.4 million
increase in the final payments estimate. He pointed the increase is not in line
with tracking because of the smooth processing season.

Mr. Roose said since there are also fewer refunds to be paid out, the estimate
has been reduced by $18.1 million, adding to the bottom line.

During the Subcommittee meeting, Mr. Roose had described various
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uncertainties affecting the revenue estimate, including the effect of the federal
tax reform on taxpayers’ behaviors and the lack of federal and State data. He
indicated that payment patterns will not be “normal” until 2020.

Gross Receipts Tax: Mr. Roose recommended an increase in the estimate by
$2.0 million.

Mr. Roose attributed the change to continued oil price increases.

Corporate Income Tax (CIT) Less Refunds: Mr. Roose recommended an
increase in the estimate by $1.9 million.

Mr. Roose recommended a $6.9 million increase in gross receipts to bring the
estimate in line with the low end of tracking. He also recommended adding $5.0
million to refunds.

Dividends and Interest (D&I): Mr. Roose recommended an increase in the
estimate by $1.2 million.

Ms. Davis attributed the change to a favorable interest rate environment.

Other changes were attributed to tracking.

FY 2019 Estimate Adopted:
A motion was made, seconded and approved to accept $4,567.7 million as the

revenue estimate for FY 2019. The estimate represents an increase of $40.7
million from the April estimate.

General Fund Revenues - Fiscal Year 2020:

The Revenue Subcommittee recommended the following updates to April’'s
estimates:
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Revenue Category Apr-19| May-19| Change
Unclaimed Property 525.0 540.0 15.0

PIT Refunds (212.5) (203.0) 9.5
Personal Income Tax 1,790.7 | 1,800.1 9.4
Corporation Income Tax 180.2 187.2 7.0

Cigarette Taxes 129.7 127.7 (2.0)
Public Utility Tax 36.5 35.2 (1.3)
Dividends and Interest 31.3 32.4 1.1

Other Refunds (17.8) (18.8) (1.0)
Insurance Taxes 73.7 74 .1 0.4

For a complete listing of FY 2020 estimates, see Table 2.

Discussion of FY 2020 Estimates:

PIT Less Refunds: Mr. Roose recommended an increase in the estimate by
$18.9 million.

Mr. Roose has previously discussed during the Subcommittee meeting the net
PIT growth of 4.6% for FY 2020, which is 0.8% slower than the average growth
over the last 6 years.

Unclaimed Property: Mr. Roose recommended an increase in the estimate by
$15.0 million.

Mr. Roose noted greater confidence as the end of the fiscal year approaches
that examination activity will not slow down significantly in the near future,
despite remaining litigation risks.

Mr. Houghton asked for an explanation of these risks. Mr. Geisenberger said a
major risk has to do with a U.S. Supreme Court case related to MoneyGram and
the treatment of money orders and bank checks. He indicated a special master
has been appointed to the case and expected a decision by the Supreme Court
either in 2020 or 2021. Mr. Geisenberger also mentioned litigations in state and
federal courts around the State of Delaware subpoena power. He said changes
made to Unclaimed Property laws in 2017 might have weaken those cases.

Other Refunds: Mr. Roose recommended an increase in the estimate by $1.0
million.

Mr. Roose said license fee refunds may settle at a higher baseline after FY
2019’s large refund.

Other changes reflected the carrying forward of changes made in FY 2019.
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FY 2020 Estimate Adopted:

A motion was made, seconded and approved to accept $4,619.3 million as the
revenue estimate for FY 2020. The estimate represents an increase of $38.1
million from the April estimate.

Mr. Geisenberger said nominal growth rates for the overall estimates are 4.0% for
FY 2019, 1.1% for FY 2020 and 1.7% for FY 2021. He added that 40.0% of the
state revenue portfolio grow with the economy; they include the personal income
tax, gross receipts tax and realty transfer tax. In addition, revenue categories that
are financial service-related such as the corporate franchise tax, bank franchise tax
and insurance tax are seeing robust 3.0% growth rates. On the other hand the last
25% of the revenue portfolio, which includes the public utility tax, tobacco taxes and
the lottery, is expected to shrink over time.

Mr. Houghton stressed the volatility of Unclaimed Property and risks surrounding
the revenue category. Mr. Swayze asked if those risks have been quantified. Mr.
Geisenberger answered it will depend on court rulings and any ruling will most likely
have benefits and costs on both sides. Mr. Swayze asked if there is a plan put into
place to mitigate those risks. Mr. Geisenberger said the statutory cap of $554.0
million should stay in place until these sources of uncertainty disappear.

Balance and Appropriations Worksheet: Mr. Roose presented the Balance and
Appropriations worksheet. The result of this exercise is attached as Table 3.

FY 2020 Budget Benchmark: Mr. Roose said the budget benchmark is intended
to restrain the growth in state spending in good times, leaving funds available in
bad times to help soften the impact of a downturn on revenues. Under Executive
Order Number 21 the calculation of the benchmark is based on personal income
growth, population growth, and an inflation measure for state and local government
purchases. In December the benchmark index stood at 3.8% while it stands at
3.7% in May.

Mr. Geisenberger noted the budget benchmark is advisory and the change
between May and December is minor.

A motion was made, seconded, and approved to accept the budget benchmark
index of 3.7%.

CY 2020 Health Care Spending Benchmark: Ms. Walker said the DEFAC health
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care spending benchmark was discussed at the last 2 meetings of the Health Care
Spending Benchmark Subcommittee. In the last meeting all indicators going into
the benchmark calculation were reviewed. Ms. Walker said there was a modest
change in one component of the benchmark (the growth of labor force productivity),
but the committee determined the impact was not material and maintained the
benchmark of 3.5% for CY 2020.

A motion was made, seconded, and approved to accept the health care spending
benchmark of 3.5% for CY 2020.

Transportation Trust Fund (TTF)

TTF -- Expenditures: Mr. Motyl presented the Transportation Trust Fund’s
expenditure forecast.

State Operations Expenditure: There was no change from the April estimate
of $347.3 million.

Mr. Motyl said the expenditure category is performing as expected.

State Capital Expenditure: Increased from $290.0 million in April to $301.6
million.

Mr. Motyl said the increase is mostly driven by the Road System spending
category, which increase is in turn due to large expenditures on various
projects.

Federal Capital Expenditure: Reduced from $245.0 million in April to $230.0
million.

Mr. Motyl explained that the government shutdown has led to a drop of the
expenditure category by $15.0 million but noted that the funds are not lost.

U.S. 301 Capital Expenditure: There was no change from the April estimate of
$117.7 million.

A motion was made, seconded, and approved to accept $996.6 million as the FY
2019 TTF expenditure estimate. The estimate represents a decrease of $3.4 million
from the April estimate (See Table 4.)

TTF -- Revenues: Mr. Motyl presented the Transportation Trust Fund’s revenue
forecast.
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The following changes were made from the April estimates.

FY 2019 Estimates:

Toll Road Revenues: There was no change from the April estimate of $208.9
million.

Motor Fuel Tax Administration: Increased from $142.4 million in April to
$144.4 million.

Mr. Motyl said the motor fuel tax forecast was raised at the March meeting to
reflect strong consumption. He indicated that revenues were tracking slightly
ahead of forecast last month but they have been tracking a lot more than
forecast this month.

Division of Motor Vehicles: There was no change from the April estimate of
$218.0 million.

Other Transportation Revenues: There was no change from the April
estimate of $16.6 million.

U.S. 301 Capital Expenditure: There was no change from the April estimate of
$7.9 million.

A motion was made, seconded, and approved to accept $595.8 million as the FY

2019 TTF revenue estimate. The estimate represents an increase of $2.0 million
from the April estimate.

FY 2020 Estimates:
The following changes were made from the April estimates.

Toll Road Revenues: There was no change from the April estimate of $211.4
million.

Motor Fuel Tax Administration: Increased from $143.8 million in April to
$145.8 million.

Division of Motor Vehicles: There was no change from the April estimate of
$221.2 million.
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Other Transportation Revenues: There was no change from the April estimate
of $16.6 million.

U.S. 301 Revenues: There was no change from the April estimate of $17.8
million.

A motion was made, seconded, and approved to accept $612.8 million as the FY
2020 TTF revenue estimate. The estimate represents an increase of $2.0 million
from April (See Table 5.)

Responding to Mr. Geisenberger’s question about motor fuel tax rate hikes in
Pennsylvania, Mr. Motyl said the last increase will take place this year. In response
to a question from Mr. Houghton, Mr. Motyl said Delaware last raised its rate in
1995. Mr. Ratledge asked about the increase in U.S. 301 revenues from $7.9
million this year to $17.8 million next year. Mr. Motyl said the FY 2019 figure
represented only 6 months of activities.

Other Business:

Mr. Houghton announced the next scheduled DEFAC meeting date:

e June 19, 2019

The meeting falls on a Wednesday and will take place in Dover.

There being no further business, Mr. Houghton adjourned the meeting at 2:15 p.m.

Respectfully submitted,

Arsene Aka
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